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Bonus	  Ques8on:	  The	  2%	  Solu8on	  

If	  I	  have	  $1	  billion,	  
what	  is	  the	  difference	  
aRer	  30	  years	  
between	  growing	  it	  at	  
6%	  or	  8%?	  



SCHOOL	  LAND	  TRUST	  PROGRAM	  



The	  Peer	  Universe	  
Endowments,	  Founda8ons,	  Pensions	  

We	  have	  funds	  that	  are	  as	  large,	  and	  as	  
long	  term	  
In	  many	  cases	  larger	  and	  longer	  term	  

Are	  we	  inves8ng	  these	  funds	  with	  as	  
much	  prudent	  skill	  and	  exper8se?	  	  
In	  most	  cases,	  no	  



TRUST	  INVESTMENTS	  
Your	  Goose	  and	  Golden	  Eggs	  

Why	  Not	  Spend	  All	  Trust	  Revenue	  Today?	  



Making	  Sense	  Out	  of	  Great	  Complexity	  



Investment	  Principles	  Made	  Simple	  



INVESTMENTS	  PRINCIPLES	  

“Inves8ng	  involves	  a	  bewildering	  amount	  of	  
unknowable	  economic	  and	  financial	  variables.”	  	  
-‐David	  F.	  Swenson,	  	  

Chief	  Investment	  Officer,	  Yale	  University	  Endowment	  

Even	  the	  best	  and	  brightest	  can	  make	  mistakes	  when	  
they	  put	  all	  their	  eggs	  in	  one	  basket	  

Principle	  1	  



Why	  not	  just	  put	  the	  cash	  under	  your	  
macress?	  



Why	  not	  just	  put	  the	  cash	  under	  your	  
macress?	  

•  Infla8on	  will	  erode	  your	  $	  
•  Your	  money	  won’t	  grow	  
•  You	  won’t	  earn	  interest	  

1926-‐2003	   	   	   	  Avg	  Annual	  Growth 	  $1	  in	  1926=	  
Long	  Term	  Government	  Bonds 	  	  	  5.4% 	  	  	  	  	  	   	  	  	  	  	  	  	  	  	  	  $61	  
Large	  Company	  Stocks 	   	  10.4% 	  	  	  	   	  	  	  	  $2,285	  
Small	  Company	  Stocks 	   	  12.7% 	   	  	  $10,954	  

Principle	  2	  
Over	  8me,	  it	  makes	  a	  HUGE	  difference	  how	  you	  invest	  your	  money	  



Ways	  To	  Make	  Money	  Inves8ng	  
1)  Asset	  Alloca<on	  

2)  Market	  Timing-‐	  usually	  doesn’t	  
work	  

3)  Security	  Selec8on-‐	  usually	  
doesn’t	  work	  

Principle	  3	  
Focus	  on	  asset	  alloca8on	  instead	  of	  trying	  to	  pick	  stocks	  or	  8me	  the	  market	  



Key	  Terms	  
Fixed	  Income=	  

Bonds	  

Equi8es=Stocks	  
•  Domes8c	  
•  Interna8onal	  

Stock	  
•  Dividends	  
•  Apprecia8on	  

PROS	  &	  CONS??	  



Investment	  Time	  Horizons	  

Short	  Term	  

More	  sensi8ve	  to	  swings	  

Examples:	  Re8rement	  if	  
you	  are	  close,	  kids	  
college,	  saving	  for	  home	  
down	  payment,	  etc.	  

Long	  Term	  

Less	  sensi8ve	  to	  swings	  

Examples:	  Endowment	  
funds,	  pension	  funds	  and	  
school	  trust	  funds!	  



Asset	  Alloca8on	  

Example	  3	  
30%	  Domes8c	  Stocks	  
20%	  Private	  Equity	  
20%	  Interna8onal	  Stocks	  
20%	  Bonds	  
10%	  Real	  Estate	  

Example	  2	  
60%	  Domes8c	  Stocks	  
40%	  Domes8c	  Bonds	  

Example	  1	  
100%	  Government	  Bonds	  

Example	  4	  
33%	  Private	  Equity	  
28%	  Real	  Assets	  
15%	  Absolute	  Return	  
10%	  Foreign	  Equity	  
7%	  US	  Equity	  
4%	  	  Fixed	  Income	  
3%	  	  Cash	  



Asset	  Alloca8on	  (precy	  pie)	  

Domes8c	  Fixed	  Income;	  
23%	  

Real	  Estate;	  10%	  

Broad	  Domes8c	  Equity;	  
47%	  

Global	  (ex-‐US)	  Equity;	  20%	  



Risk	  Alloca8on	  (preqer	  pie)	  



Why	  Not	  Put	  All	  My	  Money	  in	  Stocks?	  
1928-‐1932	  -‐90%	  

1968-‐1974	  -‐60%	  

2007-‐2009	  -‐57%	  

Principle	  5	  
Investors	  who	  are	  diversified	  feel	  less	  pain	  when	  markets	  crash	  



What	  is	  our	  obliga8on	  to	  them?	  

Do	  we	  have	  an	  
obliga8on	  to	  future	  
genera8ons	  of	  
school	  children	  to	  
see	  that	  their	  funds	  
are	  invested	  
prudently	  and	  
profitably?	  YES!	  



What	  Should	  Advocates	  Do?	  
•  Speak	  out	  against	  raids	  
• Don’t	  let	  anyone	  spend	  all	  of	  tomorrow’s	  money	  today	  



Utah	  School	  Trust	  Investment	  Task	  Force	  

www.schools.utah.gov/board/School-‐Trust-‐Investment-‐Task-‐Force.aspx	  
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SEVEN	  RECOMMENDATIONS	  

1.   Create	  an	  independent	  board.	  	  

2.   Study	  the	  distribu<on	  policy.	  	  

3.   Require	  enhanced	  repor<ng.	  	  

4.   Preserve	  the	  prudent	  investor	  rule.	  

5.   Remove	  asset	  class	  restric<ons.	  	  

6.   Require	  an	  annual	  audit.	  

7.   Require	  independent	  custody.	  



1.	  	  CREATE	  AN	  INDEPENDENT	  BOARD	  

• Create	  an	  independent	  board	  over	  an	  independent	  
office	  as	  the	  governance	  structure	  for	  the	  permanent	  
State	  School	  Fund.	  

Advisory	  
Commicee	  

Execu8ve	  

Officer	  

Staff	  	  

ADVISORY	  COMMITTEE	  

Governing	  
Board	  

Execu8ve	  
Officer	  

Staff	  

GOVERNING	  BOARD	  



MODELS	  OF	  OTHER	  STATES	  

Investment	  
Council	  or	  
Board	  

Treasurer	  Land	  
Board	  

Unique	  

(State	  
School	  
Board)	  

New	  Mexico	  
Idaho	  

South	  Dakota	  
Nebraska	  
Minnesota	  
Washington	  
Montata	  
Oregon	  
Wyoming	  

Arizona	  
Utah	  

Colorado	  
Nevada	  
Alaska	  

North	  Dakota	  
Oklahoma	  
California	  

Texas	  



Texas’	  Unique	  Take	  on	  Investments	  
“Tim,	  we	  need	  to	  invest	  in…”	  

Na8ve	  Texan	  



GOVERNANCE	  STRUCTURES	  STUDIED	  

1.   SITLA	  Board	  

2.   State	  School	  Board	  

3.   Poli<cal	  Board	  

4.   State	  Treasurer	  (Status	  Quo)	  

5.   State	  Treasurer	  (With	  Reforms)	  

6.   Investment	  Board	  with	  State	  Treasurer	  

7.   Investment	  Board	  over	  Independent	  Office	  



SEPARATE	  FIDUCIARY	  DUTIES:	  	  
GOVERNING	  AND	  MANAGING	  

•  Broad	  policy	  issues	  such	  as	  (1)	  goals	  of	  
the	  fund,	  (2)	  capital	  markets	  beliefs,	  (3)	  
spending	  and	  contribu8on	  policies,	  (4)	  
liquidity	  guidelines,	  and	  (5)	  asset	  
alloca8on	  policy.	  

GOVERNING	  
FIDUCIARY	  

•  Develops	  and	  executes	  a	  plan	  of	  
implementa8on	  such	  as	  (1)	  tac8cal	  
asset	  alloca8on,	  (2)	  biases	  that	  may	  be	  
built	  into	  individual	  asset	  classes,	  (3)	  
manager	  selec8on,	  and	  (4)	  compliance	  
policies	  and	  repor8ng.	  

MANAGING	  
FIDUCIARY	  



2.	  	  STUDY	  THE	  DISTRIBUTION	  POLICY	  

• Study	  changing	  the	  distribu<on	  policy	  from	  “interest	  
and	  dividends”	  to	  a	  percentage	  of	  a	  rolling	  average	  of	  
market	  value.	  	  
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OTHER	  RECOMMENDATIONS	  
“The	  Task	  Force	  unanimously	  recommends	  that	  the	  distribu7on	  
policy	  be	  studied	  further,	  towards	  a	  possible	  change	  to	  an	  
adjustable	  percentage	  of	  a	  mul7-‐year	  rolling	  market	  value	  
average,	  similar	  to	  the	  common	  endowment	  prac7ce.”	  	  

“The	  Task	  Force	  unanimously	  recommends	  that	  the	  study	  
carefully	  balance	  what	  por7ons	  of	  the	  distribu7on	  policy	  should	  
be	  in	  the	  Cons7tu7on,	  statute,	  and/or	  policy,	  to	  mi7gate	  the	  
risks	  of	  the	  fund	  being	  depleted	  under	  challenging	  condi7ons,	  
while	  allowing	  flexibility	  through	  7me.”	  



3.	  	  REQUIRE	  ENHANCED	  REPORTING	  
• Enhance	  the	  repor<ng	  requirements.	  

Why?	  	  
Oversight	  and	  performance	  evalua8on,	  transparency,	  policy	  making,	  and	  
planning	  purposes	  

To	  Whom?	  
Investment	  Board,	  beneficiaries,	  Legislature,	  Governor’s	  Office,	  general	  
public	  

What?	  
When	  ?	  

Depends	  on	  the	  audience	  



4.	  	  PRESERVE	  PRUDENT	  INVESTOR	  RULE	  

• Preserve	  the	  prudent	  investor	  rule	  for	  the	  board	  in	  

statute.	  

• U<lize	  modern	  pornolio	  theory	  

• Diversifica<on	  explicitly	  required	  

• Delega<on	  permiped	  

• No	  category	  of	  assets	  is	  prohibited	  



5.	  	  REMOVE	  ASSET	  CLASS	  RESTRICTIONS	  

• Exclude	  the	  trust	  from	  the	  “subscrip<on	  to	  stock”	  

prohibi<on.	  	  

•  Consistent	  with	  “Prudent	  Investor	  Rule”	  

•  Requires	  legal	  inves<ga<on	  

• May	  require	  legisla<on	  



6.	  	  REQUIRE	  AN	  ANNUAL	  FUND	  AUDIT	  

• Require	  an	  annual	  audit	  under	  the	  appropriate	  
authority	  and	  standards.	  

“The	  Task	  Force	  recommends	  unanimously	  that	  an	  
annual	  audit	  should	  be	  conducted	  by	  the	  appropriate	  
authority,	  and	  should	  be	  conducted	  under	  generally	  
accepted	  accoun7ng	  standards.”	  



7.	  	  REQUIRE	  INDEPENDENT	  CUSTODY	  

• Take	  steps	  to	  require	  that	  assets	  be	  held	  by	  an	  
independent	  third	  party	  custodian.	  

“The	  Task	  Force	  recommends	  unanimously	  that	  steps	  
should	  be	  taken	  to	  require	  assets	  to	  be	  held	  by	  an	  
independent	  third	  party	  custodian.”	  



Standard	  Scale	  vs.	  Logarithmic	  Scale	  



Thinking	  Loooong	  Term	  



Bonus	  Answer	  

FV=	  PV	  (1+	  r)	  
n

At	  6%,	  $5.7	  billion	  

At	  8%,	  $10.1	  billion	  

The	  difference	  is	  $4.4	  billion	  

Utah	  in	  2043	  
PV=	  $1.65	  Billion	  
r=	  .06	  then	  FV=	  $9.5	  billion	  

R=	  .08	  then	  FV=	  $16.6	  billion	  

UT	  difference	  is	  

$7.1	  billion	  



Utah’s	  School	  Trust	  Fund	  Growth	  (1896-‐2013)	  


